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The macroeconomic implications of asset price fluctuations have 
received increasing attention in academic and policy circles recently, 
in large part due to the recent boom–bust bubbles in the equity and now 
in the housing markets. Most studies in this area have focused on financial 
asset prices, while the role of house prices has not been explored to the 
same extent. After subprime crisis, the real estate market, excess 
liquidity and house price bubbles had been give greater attention. On the 
aspect of theory, these fields of most studies pay more attention to the 
role of capital market; house prices did not get the same degree. On 
practice, in recent years, prices soaring, house prices bubbles replace 
stock market bubble become the focus of social and media attention. 
Differing from numerous existing studies, this paper simply start with 
bank credit development， along two strands of price stability and 
financial stability , analyzes the relationship between house prices 
fluctuation and monetary policy. The focus is not house prices bubbles 
measure and forecast, but two related but not the same problem: one is 
does the price can be inflationary warning manometers; another is prices 
soaring will influence of bank stability if it slumps. 
Logically, if house prices are leading indicators of inflation，house 
prices have additional information for inflation expectations, the 
central bank should pay attention to and intervenes asset prices. 
Similarly, if house prices boom–bust cycles have a serious effect on 
financial stability and economic stability, From the view point of the 
macro prudent, the central bank also need to make institutional 
arrangements and appropriate response to asset price 
fluctuation.Unfortunately, While central Banks become adept at using 
interest rates under inflation targeting, and has the reputation of 













without the tools, also not a clear mandate. 
This article has two important empirical results: one is house prices 
did not provide accurate information for out-sample inflation prediction, 
the other are house prices bringing serious effect on bank stability when 
trend reverse. Therefore, The PBC（the central bank of China）will get 
into dilemma of price stability and financial stability. Because the 
characteristic“One size fits all”of interest rates will contradict the 
regional natural characteristics of real estate market, which makes 
interest rate policy useless or wrongly phenomenon. In contrast, the 
differentiating monetary or credit policy or generalized macro-prudence 
policy is more useful. After Crisis, the general consensus is that 
monetary policy should not include asset prices into the target system, 
but the focus should be on the stability of prices, and ensure financial 
system stable enough to cope with asset price fluctuations; Monetary 
policy not only is “fire extinguisher” after fire, also is “feeling 
smoke detectors” before fire. So, the central Banks need to have "the 
second tool" -- macro prudent tools, such as time/state- varying capital 
adequacy ratio, reserve ratio, and liquidity ratio, etc. 
This paper has a basic point: house prices volatility has an indirect 
influence on the real economy by direct influencing the bank credit, 
financial system stability. The influence on the entity economy is but 
a skin of the pain, while house price fluctuation on financial stability 
is vital. Pure speculation in asset prices will not cause serious problem 
on financial stability, only credit- droved asset price bubbles will fuse 
financial crisis. Based on macro-financial stability perspective, the 
central bank and relevant departments need pay special attention to asset 
prices booms and the the credit factors, including financial institutions 
abnormal high leverage ratio, residents leverage soared, etc. The 













entity economy and virtual economy positive feedback loop are key points 
to understand the relationship between the bank credit, house prices and 
monetary policy transmission and output volatility. On the view point of 
monetary policy, what is most important not monetary aggregate, currency 
or prices stable, but credit expansion, reasonable boundaries of virtual 
economy expansion, the potential risks of asset prices and the stability 
of the entire financial system. Only interest rates tools is not enough 
to keep prices stable, but also “limping”, the central bank needs to 
increase the macroprudent tool as a “crutches”to maintain financial 
stability. Bank credit are both the main causes of asset bubbles and also 
the effective method of curbing asset prices fluctuations. 
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